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KEY ECONOMIC INDICATORS FOR MALAYSIA 


Values in millions of U.S. dollars (US$) unless otherwise specified, at 
the year’s average exchange rate, except Foreign Debt and Foreign 


Reserves (converted at year-end rates). 


Percentage changes calculated 


in M$ terms exclude exchange rate fluctuations. 


INCOME, PRODUCTION, EMPLOYMENT 
GDP in 1978 Prices 

Percent Growth 

GDP at Current Prices 

Percent Growth 

Per Capita GDP (Curr. US$) 
Population (millions) 

Labor Force (millions) 
Official Unemployment Rate 


MONEY AND PRICES 

Money Supply M3 (M$ millions) 

Annual Growth Rate of Money 
Supply 

Inflation (CPI) 

Commercial Prime Rate 


BALANCE OF PAYMENTS 
Merchandise Exports (FOB) 
Merchandise Imports (FOB) 
Merchandise Balance 

Services & Transfers (Net) 
Current Account Balance 
Exchange Rate (avg., per US$) 
Official Net For Exch Reserves 
Foreign Debt (Med. & Long) 
Debt Service Ratio 


GOVERNMENT FINANCE 

Federal Govit Revenues 
Federal Gov’t Spending 
Federal Deficit 

Percent of GDP 

Overall Public Sector Deficit 
Percent of GDP 


U.S.-MALAYSIAN TRADE (a) 
-S. Exports to Malaysia 
-S. Imports fm Malaysia 
-S. Balance with Malaysia 
-S. Share in Malaysia Trade 


(a) Export FAS, Imports CV; 


SOURCES: 


1990 


29,481 
9.8% 
42,450 
15.3% 
2,390 
17.76 
7.05 
6.0% 


115,400 


18.2% 
3.1% 
7.5% 


29,008 
27,081 
+1,927 
-3,602 
-1,675 
2.70 
8,037 
15,399 
7.5% 


10,934 
12,977 
-2,215 
4.8% 
-747 
i. 


3,425 
5,272 
-1,847 
16.9% 


1991 1992 (p) 1993(f) 


31,612 
8.7% 
47,450 
12.2% 
2,762 
18.15 
7.26 
4.3% 


37,005 
8.0% 
58,013 
13.3% 
3,118 
18.61 
7.46 
4.1% 


40,434 


65,767 
12.0% 
3,455 
19.00 

7.67 
4.0% 


133,121 148,606(b) 
15.3% 
4.4% 
8.25% 


20.1% 
4.6% 
9.5% 


34,130 
34,299 
-169 
-4,394 
-4,563 
2.75 
11,154 
15,967 
6.2% 


40,727 
38,894 
1,833 
-4,944 
-3,111 
2.53 
15,816 
16,893 
5.6% 


12,473 
14,967 
-2,494 
5.2% 
-1, 010 
2.18 


15,061 
17,160 
-2,099 
3.6% 
-1,422 
2.4% 


3,900 
6,100 
-2,200 
16.3% 


4,000 
7,500 
13,500 
13.0% 


(b) As of July 1992 


Bank Negara Annual Report 1991; Ministry of Finance Economic 
Report 1992/1993; U.S. Department of Commerce; U.S. Embassy Estimates 
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THE MALAYSIAN ECONOMY: RECENT DEVELOPMENTS 


Tighter fiscal policy will reinforce tight monetary policy to ensure 
high real growth with price stability in Malaysia. Throughout 1992, 
Bank Negara (the Central Bank) kept interest rates high and 
consumption credit tight in order to meet these two goals. As the 
year draws to an end, monetary policy has been pushed as about as far 
as it can go. Any further increase in interest rates will only 
attract more short-term flows from abroad, increase the domestic 
money supply, and bring on higher inflation. 


On October 30, 1992, Finance Minister Anwar Ibrahim tabled the 
Federal Government’s 1993 budget. In his second budget since 
assuming the finance portfolio, Minister Anwar delivered a package of 
spending cuts and tax rate reductions. At the same time, he 
broadened the base of the 5 percent service tax, increased both 
employer and employee contributions to the Employee Provident Fund -- 
Malaysia’s compulsory retirement system -- and notified manufacturers 
that they will have to pay 1 percent of their wage bill into a 
government-run training fund. 


Although the net effect of the package on individuals and firms’ tax 
bill is ambiguous, the government predicts that the package -- aided 
by high real economic growth -- will reduce the 1993 budget deficit 
by almost a fourth, to M$3.3 billion (US$1.3 billion), a low 2.2 
percent of gross domestic product (GDP). Federal Government capital 
spending of M$10 billion (US$4.0 billion) for 1993 will exceed the 
surplus in the current operations account. The difference will again 
be financed domestically. Malaysia continues to have one of the best 
records on external debt in the non-OECD (Organization for Economic 
Cooperation and Development) economies. The Finance Ministry expects 
the national debt-service ratio to continue its steady decline, from 
6.2 percent in 1991 to 5.6 percent in 1992. 


Having grown by an estimated 8.5 percent in 1992, the Malaysian 
economy, according to the government, will expand at an 8.0 percent 
real rate in 1993. Inflation, as measured by the rise in the 
Consumer Price Index, is expected to be about 4.0 percent. The key 
development in the economy in 1992 was that the source of growth 
changed. Domestic demand growth, which fueled the 1991 expansion, 
slowed considerably during the year. It was replaced by a 
surprisingly strong increase in foreign demand’s contribution: it 
now has a net positive effect on GDP, reversing the two-year slide in 
net exports. This is a remarkable achievement, given that it 
occurred during a period of ongoing weakness in the economies of 
Malaysia’s major trading partners. 


One year ago, analysts believed that the OECD downturn would halt 
both the growth of Malaysian exports and the inflow of foreign 
capital. Although the latter has occurred (net overseas corporate 
investment fell by 7.1 percent in 1992), the former has not. Exports 
expanded by 12 percent in 1992. This is lower than previous years’ 
growth, but still eminently respectable. Domestic investors are not 
filling the gaps left by foreign business. The end result: private 
investment increased by almost 12 percent in 1992, down from the 
stunning 27 percent growth the prior year. Although the domestic 
savings rate is high and growing (expected to go from 31 percent of 
GDP in 1992 to 37 percent in 1993), it is still insufficient to cover 
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investment. The result is a persistent -- but rapidly falling -- 
current account deficit, projected to be M$4.2 billion (US$1.7 
billion) for 1993. 


The business climate in Malaysia remains very favorable. The 
government continues to eliminate barriers to imports. Tariffs on 
600 items, including areas of interest to U.S. exporters (fruits, 
electrical components, and machinery) were lowered in October 1992. 
The country actively courts new foreign investment, especially in 
capital-intensive industries, to broaden the production base. The 
outlook for 1993 is bright. 


THE DOMESTIC ECONOMY: PERFORMANCE AND PROSPECTS 


In contrast to the continued weakness in the economies of its primary 
trading partners during 1992, Malaysia increased its real output of 
final goods and services by 8.5 percent, slightly less than the 
government had predicted at the beginning of the year. Gross 
domestic product (GDP) will equal M$147 billion (US$59 billion) by 
year’s end. Although the Finance Ministry expects 1993 to be only a 
bit less robust (real growth of 8.0 percent), private analysts are a 
bit more cautious. But even conservative estimators put 1993’s growth 


close to 7.5 percent, the average rate the government has targeted 
for the next 30 years. 


Signs of the ongoing economic boom are every-where to be seen, at 
least in the major urban centers. In the cities, new office 
buildings and condominiums sprout up like mushrooms after a spring 


rain. In the surrounding countryside, heavy equipment clears land 
for industrial parks to accommodate the growing number of new 
factories. However, among both business people and individual 
consumers, there is a nascent sense that the hectic pace of the past 
five years is about to slow. 


There are some initial -- and welcome -- signs of an impending 
cooling off. Auto sales are down. No further applications for 
construction of high-rise buildings will be approved in the capital 
city, lest a glut in office space bring real estate prices tumbling 
down. Businesses report a longer lag between billing and receiving 
payment. Retail sales have been soft ever since the annual Chinese 
New Year peak in February 1992. Hotel occupancy rates have fallen 
Since Spetember 1992. The challenge now is to maintain business 


confidence and prevent the softening of domestic demand from 
accelerating too quickly. 


Domestic Demand Conditions 


In the domestic economy, the 1992 real growth rate of private 
consumption fell by more than half, to 4.4 percent. The government’s 
explanation is that pent-up demand from the mid-1980s recession has 
finally worked its way through the economy, but the decline in 
expectations for near-term economic performance is also dampening 
purchases, especially of consumer durables. The Malaysian economy is 
set for a period of slower, sustainable consumption spending 


increases. The Finance Ministry’s estimate for 1993 of 4.0 percent 
growth may be too optimistic. 
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GROSS DOMESTIC PRODUCT BY DEMAND AGGREGATE 
1989-1993 
(M$ Billions - Current Prices) 


Category "89 790 ‘91 92 


Consumption 53 71 
Private Invest 19 31 35 
Gov’t Spending 26 33 36 
Net Exports S -6 -2 
GDP 


M$ per US$ 2.70 2.75 2.53 


SOURCE: Ministry of Finance Annual Report 1992-93. 


The impact of the 1993 fiscal policy changes announced on October 30, 
1992 will result more in their effect on expectations than from real 
decreases in individual tax bills. Reductions in income tax rates 
are counterbalanced by increases in forced savings and in indirect 
taxes. The Embassy’s preliminary assessment suggests that for most 
individuals and for many firms, the net effect on after-tax 
disposable income will be either neutral or slightly negative. The 
new 5 percent tax on telephone calls and the higher sales taxes on 
liquor and tobacco will fall disproportionately on lower income 
groups. But by sending strong signals that it intends to run a 
tighter fiscal policy, the Federal Government reinforces the local 
feeling that the economy is heading for a soft landing. 


Growth of private investment also slowed during 1992 toa 

14.5 percent real rate, following four years of annual rates as high 
as 30 percent. The government estimates that 1992 public sector 
gross fixed capital formation will total M$16 billion (US$6.5 
billion), a respectable 12 percent of GDP. The Finance Ministry 
anticipates a further easing in 1993, to 9.2 percent growth. 
Although actual capital flows are not available for 1992, there 
appears to a worrisome downward trend in domestic -- as opposed to 
foreign -- investment in the Malaysian economy. Figures on 
manufacturing license approvals for the first three quarters of 1992 
show a 20 percent decrease in locally funded approvals. 


The public sector still generates substantial domestic demand despite 
the ongoing program to privatize major government enterprises. In 
1985, overall government spending was 29 percent of GDP: for 1992 it 
was about 26 percent. Part of this comes from a high rate of 
investment by the Non-Financial Public Enterprises (NFPE), including 
the privatized companies in which the ministry is still the major 
shareholder. But actual public current consumption (exclusive of 
domestic transfers) as a proportion of GDP will have only dropped by 
2 percent from 1987 (15 percent of GDP) to 1993 (13 percent of GDP). 


Following a rather expansionary Federal budget aimed at improving the 
nation’s infrastructure in 1992, the Finance Ministry announced its 
intention to curb public outlays in 1993. Operating expenditures are 
projected to decline by 4.3 percent to M$32 billion (US$13 billion). 
This decline was to be expected. The 1992 budget contained some 
large one-time payments, in particular the retroactive portion of the 
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general civil service pay raise and sharp rise in transportation 
infrastructure repair work needed to clear up a backlog. By lowering 
these two items, which created a bubble in the 1992 current 
expenditures budget, the Federal Government can raise 1993 outlays in 


health, education, and defense, but still keep operating expenses 
down. 


Federal capital spending (excluding extensive investment by the big 
NFPE’s) rose moderately in 1992. In mid-year, the government 
announced concerns that it might exceed the annual development 
budget. Many public works projects comprising the Sixth Malaysia 
Plan (1991-95) for development had been readied in anticipation of 
the plan’s approval and were ready for immediate funding. The 
government became concerned that it would spend Sixth Malaysia Plan 
funds too rapidly in the first year and contribute to domestic 
inflationary pressures. To avoid this, Federal authorities 
underspent the 1992 development budget allocation of M$9.0 billion 
(US$3.6 billion) by 4 percent. 


The spending patten should change in 1993. The Federal Government 
has announced plans to raise capital spending in virtually every 
category, with the security both (defense and internal security) and 
transport sectors slated for large increases. Overall, the 1993 net 
capital budget allocation -- M$10 billion (US$4 billion) -- is 

17 percent higher than 1992 expenditure. 


In total, the Central Government spent M$42.4 billion (US$17.8 
billion) in 1992 and plans to spend almost precisely as much in 1993. 
With revenue expected to rise by 2.7 percent, the overall Federal 
deficit should fall from 3.6 percent of GDP in 1992 to 2.7 percent in 
1993. (See "Key Economic Indicators". ) 


As in 1992, the 1993 deficit will be financed domestically, mainly 
through the issue of Malaysian Government securities (MGS). The 
Employees Provident Fund (EPF), Malaysia’s compulsory retirement 
scheme, is the biggest customer: it will have bought 60 percent of 
the M$3.8 billion (US$1.5 billion) in fresh MGS issued in 1992. 


The Domestic Supply Side 


With domestic demand softening and world inflation, Malaysia’s 
inflationary pressures are coming from the supply side. 


Only seven years ago, a drop in world commodity prices threw Malaysia 
into recession. The market value of tin and rubber are once again at 
record lows, but the diversified base of the local economy now allows 
the country not just to ride out the trough, but to expand 


considerably. Gains in manufacturing more than compensate for losses 
in commodities. 


Malaysian industry, which depends heavily on foreign demand, 
performed surprisingly well in 1992. As of August 1992, the index 
of industrial production was 7.7 percent higher than it had been at 
the same point in the prior year. Biggest gains were registered in 
several of the leading export items, much of it a result of foreign 
investment over the past three years. 
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Production of big-ticket items rose sharply in the first half of the 
year. Production of room air-conditioners, of which Malaysia is the 
world’s leading exporter, was up by 47 percent. Television set 
output increased by 19 percent. Given that Malaysia posted these 
gains when the economies of its trading partners were weak, the 


expected upturn of OECD demand for manufactures should permit further 
industrial output expansion in 1993. 


Gains were not universal. Output of transport equipment fell by 
2.6 percent in the first seven months of 1992, largely as a result of 
soft domestic demand for motorcycle, cars, and spare parts. 


Agricultural output rose marginally (1.2 percent) in 1992. Although 
output of palm oil, a major agricultural export, rose steadily during 
the first half of the year, record low world prices for natural 
rubber have caused many Malaysian smallholders -- who account for 
about three-quarters of production -- to stop tapping their trees and 
take advantage of other economic opportunities. 


In the mining sector, which includes petroleum and natural gas, 1992 
output is expected to post a minor 3.2 percent gain. Production of 
tin continued its downward spiral, to the point where the Minister of 
Primary Industries encouraged tin mining companies to diversify away 
from the tin business. Crude oil output reached a peak in 1992: 
661,000 barrels per day. But now that the post-Gulf War price 
increases have worked their way through the market, Malaysia will 
decrease 1993 production by about 3 percent to husband its dwindling 


proven reserves to maintain the reserve/production ratio at its 
current 15 years. 


Money, Prices, and Credit 


Bank Negara’s tight-money policy had the perverse effect of 
increasing the growth rate of the money supply, exacerbating 
inflationary expectations. The rapid appreciation of the ringgit 
during the first two months of 1992 and continued high interest rates 
attracted short-term funds from abroad. The Central Bank attempted 
to sterilize the inflow to reduce excess liquidity in the banking 
system through a combination of open market operations and increased 
reserve requirements. 


For the first seven months of 1992, money supply (which Bank Negara 
judges most closely correlated with GDP growth) rose at a 20 percent 
annual rate. Excess liquidity in the banking system was estimated to 
range from M$8 billion (US$3.2 billion) to M$12 billion (US$4.8 
billion), an amount that is too high for long-term price stability. 


Tight monetary policy kept interest rates high in 1992. The Base 
Lending Rate (BLR, Malaysia’s prime rate) has been running at about 
9.5 percent, nearly 400 basis points higher than rates in neighboring 
Singapore. This higher rate has drawn a substantial amount of short- 
term foreign money into the banking system, forcing the monetary 
authority to raise the statutory reserve requirements (SRR) in May 
1992, to place a limit on swaps in June 1992 and to conduct open 
market purchases throughout the year. Bank Negara’s net external 
reserves rose by a third during the first half of 1992. Inflation, 
as measured by changes in the Consumer Price Index, stood at almost 

5 percent in September 1992, slightly higher than the level that 
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government authorities had expected for the year. But import price 
decreases, generated by the stronger ringgit, have not trickled down 
to the consumer. Although prices usually move downward only with 
difficulty, there are additional reasons for this phenomenon. Many 
imports are intermediate goods used by multinationals in intracompany 
trade. They never enter into the local economy. Imported industrial 
capital goods are still coming onstrean. 


Nonetheless, the government has started to focus on some micro-level 
sources of domestic inflation. In his 1993 budget speech, the 
Finance Minister announced that import duties on 600 items would be 
immediately lowered, and the Ministry of Domestic Trade and Consumer 
Affairs began an immediate program to ensure that traders passed on 
the savings to consumers. There is anecdotal evidence that the 
program is succeeding. Supermarket prices for imported fruits and 
vegetables have already begun to fall. Given that rises in food 
prices have been the primary source of inflation in 1992, the 
decrease in the price of imported food should go a long way to 


stabilizing prices. The ministry hopes to hold inflation down to 
4.0 percent in 1993. 


The Domestic Labor Market 


The labor supply continues to be the major constraint to growth in 
Malaysia. According to the World Bank, the economy remains at full 
employment. (See "Key Economic Indicators".) But the country still 
has a few pockets where labor is in surplus. In the states of Pahang 
and Terengganu, unemployment is running near 9 percent. Young, 


unskilled but trainable workers, underemployed sons and daughters of 
rubber tappers and oil palm tree growers, are available. In these 
states, which contain some of Malaysia’s large offshore oil and gas 
fields, new labor-intensive manufacturing investments are still 
welcome. In the other industrial centers of Malaysia, the government 


has been unequivocal in its desire to attract capital-intensive, 
high-technology industry. 


Increasing demand for labor has caused manufacturing wage rises to 
run ahead of productivity increases, a worrisome trend that erodes 
Malaysia’s competitive position. The government reports an overall 
9.6 percent nominal manufacturing wage increase for the first half 
of 1992. Not only is this a sharp rise from the corresponding 1991 
average salary hike (6 percent), it far outstrips the 5.9 percent 
rise in productivity achieved in January-July 1992. The Prime 
Minister has made public requests for workers not to "take advantage 


of" Malaysia’s labor shortage by asking for wage increases in excess 
of their productivity gains. 


MALAYSIA AND THE WORLD ECONOMY 


Few countries in the world have profited more from efforts to 
liberalize the global trading system than Malaysia. Two-way 
merchandise trade equals almost 60 percent of GDP. In the United 
States, the ratio is only a third as large. 


In the trade policy area, the country continues to support a 
successful conclusion of the Uruguay Round of multilateral trade 
negotiations. But as prospects for a multilateral agreement appear 
more and more uncertain, Malaysia is hedging its bets by promoting 
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regional alternatives. It is one of Southeast Asia’s strongest 
supporters of rapid implementation of an ASEAN (Association of 
Southeast Asian Nations) Free Trade Area (AFTA), a proposal approved 
by the six-nation organization’s heads of government at the January 
1992 Singapore Summit. Malaysia lobbied successfully at the October 
1992 ASEAN Economic Ministers Meeting in Manila for an accelerated 
schedule of intra-ASEAN tariff reductions. 


Equally important, Malaysia has started to take the next steps in the 
development process by becoming an exporter of not only goods, but 
also capital and services. The government is encouraging the palm oil 
industry, an area where continued investment in research has given 
Malaysia a genuine competitive edge, to begin locating offshore, 
close to overseas markets. There is potential for Malaysia to export 
its management expertise in the plantation industries. A Cabinet 
Committee is expected to promulgate a package of fiscal incentives 
for Malaysians interested in investing abroad in certain industries. 


Petronas, the parastatal oil company, is gearing up to become a 
multinational operator through its subsidiary, Petronas Carigali. 
Already the firm is looking for oil and gas in Vietnam (where it 
recently made a find), Burma, and Syria. Eventually, Petronas hopes 
to develop itself into a major international oil and gas firm. 


Despite efforts to diversify its markets by increasing ties with its 
ASEAN neighbors, South America, and Africa, Malaysia still depends 
heavily on the OECD economies as a source of foreign demand. The 
United States, the EC, and Japan still buy about two-thirds of what 


Malaysia sells abroad. That is unlikely to change substantially in 
the next few years. 


Balance of Payments 


The decrease in domestic demand growths, coupled with the strong 
performance of the export sector, has greatly improved Malaysia’s 
current account. One year ago, the Finance Ministry predicted that 
the 1992 Malaysian merchandise trade deficit would reach M$3.7 
billion (US$1.3 billion). Now the government estimates that Malaysia 
will instead run a 1992 trade surplus of M$4.6 billion (US$1.8 
billion). 


This surplus is good news for Malaysia. In 1991, the country ran its 
first-ever deficit in the basic balance, meaning that short-term 
capital flows were needed to finance investment in the domestic 
economy. Short-term capital flows are no longer needed. Strong 
export growth has left Malaysia with a healthy M$3.3 billion (US$1.3 
billion) surplus in the basic balance. Central Bank reserves rose by 
almost a third in 1992 to total M$40 billion (US$16 billion), almost 
five months worth of imports. 


The government predicts that the trend will continue in 1993. It 
believes the merchandise trade surplus will nearly double, while 
Malaysia’s chronic services deficit will barely increase. The net 
result -- provided the OECD economies live up to Malaysia’s 
expectations for their growth -- will be a current account deficit 
Slashed by nearly half, to M$4.2 billion (US$1.7 billion), a 
manageable 2.5 percent of expected GDP. 
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THE UNITED STATES AND MALAYSIA’S ECONOMY 


Investment 


The United States is one of Malaysia’s most important foreign 
investors. A 1992 U.S. Embassy survey of U.S. companies in Malaysia 
showed that the stock of U.S. direct investment was nearly M$18 
billion (US$7 billion) at the end of 1991. U.S. assets nearly 
doubled between 1987 and 1991. U.S. interest in Malaysia’s economy is 
concentrated in two sectors, petroleum (65 percent of assets) and 
microelectronics (20 percent of assets). During the same period, 
U.S. manufacturing outside the traditional microelectronics sector 


increased nearly fourfold to M$1.9 billion (US$750 million) by end- 
1991. 


The trend is expected to continue over the next three years. 
Companies responding to the survey already indicated plans to 
increase their equity over the next three years. When added to 
manufacturing investments approved by the Malaysian Industrial 
Development Authority (MIDA), this yields an expected rate of 


increase in U.S. investment of 18 percent per year. Most currently 
planned investment is in the oil industry. 


Bilateral Trade 


The expanding Malaysian economy holds enormous opportunities for U.S. 
business. Public capital spending scheduled under the Sixth Malaysia 
Plan, 1991-95, plays into U.S. strong suits such as energy, 
telecommunications, and transportation. However, recent contracts 
awarded in these areas indicate that business methods are changing in 
Malaysia. They are becoming more fast-paced. 


As the government continues to divest itself of state-owned 
companies, procurement will be less and less by long-lead public 
tender. A company that does not aggressively pursue opportunities 


will only learn of market openings when they have already been filled 
by more active competitors. 


The Malaysian Government ranks the United States as its third leading 
trade partner, after Singapore and Japan. Much of the trade with 
top-ranked Singapore is destined for the United States (and vice 
versa), yielding an understatement in bilateral trade volume. 
Excluding transshipments, Malaysian imports of.U.S. goods grew only 
modestly in 1992. Unlike Japan, which buys mostly primary 
commodities like tropical timber and natural gas, the United States 
concentrates its purchases in manufactured goods, especially consumer 
electronics and electronic components. Total two-way trade between 
Malaysia and the United States reached US$11.5 billion in 1991. 


Malaysia is the world’s second-largest beneficiary of the U.S. 
Generalized System of Preferences (GSP) program, topped only by 
Mexico. Malaysia is also the United States’ largest supplier of 
machinery, appliances, and electrical equipment under the progran. 

In 1991, the latest year for which complete figures are available, 
one out of every seven dollars in U.S. GSP imports came from 
Malaysia, a value of US$1.9 billion. The Embassy estimates that 
Malaysian exporters saved nearly US$100 million in U.S. import duties 
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by using the GSP program. The U.S. legislation that authorizes the 
GSP program expires in July 1993, and future participation of all 


countries in any eventual program renewal is under active 
consideration. 


Government Policies 


Malaysia has a liberal foreign investment regime and actively seeks 
investors in manufacturing for export. New investors can retain 100 
percent equity if they export at least 80 percent of their output and 
can hold majority interest if they export as little as 50 percent. 
Firms will not be required to restructure equity as long as they 
comply with the original conditions of their manufacturing license. 


In the first half of 1992, the United States and Malaysia opened 
discussions on a bilateral tax treaty which, if eventually finalized, 
will provide a further incentive to U.S. firms interested in 
Malaysia. In addition, there has been an initial expression of 
interest in negotiating a bilateral Trade and Investment Framework 
Agreement, which would institute regular meetings at the senior 
official level to discuss bilateral commercial and policy concerns. 


Intellectual Property Rights 


Malaysia now has one of the best intellectual property rights (IPR) 
regimes in Asia. In 1986 the government passed a strong patent law, 
and in 1987 it enacted a copyright law that explicitly protects 
computer software. Software piracy enforcement has been so good that 
the Business Software Alliance, a not-for-profit vendors consortiun, 
awarded Malaysia its award for vigilence in 1992. Malaysia acceded 
to the Berne Convention in 1990. Enforcement of IPR laws has been 
encouraging. Trademark infringement has not been a major problem for 
U.S. companies, and patent protection is good. 


Opportunities for American Business 


Malaysia’s continuing economic growth presents important oppor- 
tunities for American business. Oil and gas exploration continues to 
attract foreign interest. A new peninsular gas pipeline, inaugurated 
in January 1992, will also be the feedstock source for several 
planned large petrochemical and power projects, yielding oppor- 
tunities for oil and gas equipment, especially for exploration, power 
generation, transmission, and petrochemical manufacturing. 


Malaysia’s telecommunications company was privatized a few years ago 
and continues efforts to make its activities more commercially 
oriented. The recent conclusion of a Memorandum of Understanding for 
the manufacturing and launching of the first satellite has opened up 
new opportunities for related products and services. Computers and 
peripherals, including those connected with telecommunications and 
add-on hardware, enjoy a good and growing market. Malaysia’s 
adherence to the Berne Convention should significantly improve the 
climate for software sales. 


Infrastructure provides the most important major project 
opportunities. The government is committed to programs in power 
generation, transmission and distribution; the National Electricity 
Board (Tenaga Nasional) sold shares in 1992. For the first time, 
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private development of power generation projects is under way. Toxic 
and hazardous waste disposal services are areas where demand already 
exists. Increasingly, contracts on major projects are being won by 
known companies with an established presence in Malaysia in quick, 
nontender deals struck with very little advance notice. 


Other opportunities for American firms remain in medical equipment 
and aviation services. The proposed construction of a new 
international airport on the outskirts of the capital is another 
potential source of business. 


Increased disposable income has created a growing demand for high- 
quality food products in Malaysia. Upscale supermarkets have 
contributed to this growth and provide a good outlet for imports of a 
wide variety of processed and high value foods. In particular, 
prospects are very good for imports of apples, oranges, grapes, 
plums, raisins, nuts, frozen french fries, and beef. Imports of 
canned fruit and fruit and vegetable juices from the United States 
also have been encouraging. 


Consumption of wheat-based products has increased import demand for 
wheat. Growth in the domestic livestock industry has generated 
greater demand for imported corn and soybeans. The expanding 
livestock sector also has improved opportunities for imports of U.S. 
breeding stock and other livestock genetics and pharmaceuticals. 


Similarly, a booming textile industry is stimulating demand for 
cotton imports. 
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